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. . JAPANESBE CAPITAL MARKET LIBERALIZATION

Since this Administration took office, Administration officials
have pressed the Japanese to open their capital markets to allow
grester foreign participstion and increased internationalization
of the yen. Although the Japanese have taken a number of steps in
this direction, partly in response to U.8. pressure, many restrictions

resain, and tundamental steps toward liberalization have not béen
forthcoming.
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Recent concerns about the yen/dollar exchange vate and Japan's '
growing trade surplus with the United States have exacerbated -
tectionist pressures in this country, and underscored the need for
bold and. comprehengive action by the Government of Japan to liberalise -
thefr capital markets and allow the yen to become mors fully inter- -
natfonalized. Such developments would help ensure that the value ‘
of the yen more fully reflected market forces. |

Several measures aimed at liberalizing Japan's capital magket | ot

are expected to be announced shortly by the GOJ as part of a b r A
pPackage of measures aimed at stimulating Japanese economic grovth N
-t

i and slowing the growth of Japan's trade and current account aurpluses. -
| v ThOSEe measures reportedly will include: B T

~ L

o - == libaralization or elimination of restrictions on real | —
— ... GBtate investment; | :
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== elimination of »- ° ".iivns on foreign stock acquistition -—= !
of certain firms, and °q ._uq@

i
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- announcenent of Japanesa Government agency bond tesues 1"
(dollar denominated) in the New York. L

SRUUR SO 1 ¢ |
While measures of this nature would be steps in the right o
direction, they would have little impact on the overall investment— — -
— climate in Japan and therefore pyst be supplemented by furthew,| - -
——  more significant steps. Following are two lists of possible itional
steps which we could press the Japanese to take in order to aconlerate
the liberalization of their capital markets and internationslisation
of the yen. The first list contains those measures to which we night
attach high priority for immediate action. The second list contains
measures which are also important to the longer-term process of
i capital market liberalization, but which do not Sppear to be as
) {mportant in terms of immediate action.

Sone of the measures might, if taken in isolatfion, tend tc‘
- weaken the yen in the foreign exchange market in the short-term!
77 le.g., the elimination of the queuing system for foreign borrow}
— in Japan). Other measures, however, tincluding many of the ®*immediate
- priority actions®) could tend to strengthen the yen in the short-term., -
In_addition, while some analysts may disagree, a strong case can "
be aade that if many of these steps were taken as a ‘package,®
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“that the GOJ vas firaly comsitted to the opening of its eapitﬂl

‘markets, such a package would make the yen a mor
currency. y e attractive
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: ATSESCISIY ¥riority Actions by Government of Japan
.o to Liberallse Ja anese Capital Harkets : - o
R © nd TnternafionalTrathe yerittt SN e ¥
1. Reinforce growing market pressures for liberalization of con -

on_gqovernment debt by Ciiowing measures;

== 1ssue government debt at -gtkot-ditCt!jn_ nterest rate ;;:;F[;;f

- == diversify the maturity structure of official debt inge
including increased reliance on short ternm T-bille; I

=< encourage development of an active 'ccbndlry aarket; : - :

== permit all banks (not Just syndicate menbers) to trade tl
Japanese Government securities. i
BACKGROUND: GOJ debt concentrated §{n ten-year inltruncntss .
issued at slightly below market rates only to syndicate of *lnku
and securities firms. (Citibank has applied to join and wenld be
the first foreign bank to belong.) Only syndicate Renbers mpy ‘
Sell government debt to the public; foreigners Permitted o,
Purchase government securities only upon resale by syndicate
members. Secondary market activity limited due to requirement
that underwriting syndicate hold debt 100 days before resale.
(More active secondary market could develop as ten-year dedt
issued in 1975 nears Raturity.) T-bills now issued on a limited

basis, Primarily for Cash management Purposes, and must be t.dttlod
within fiscal year of isrnue.

GOJ not likely to f<cept nonsyndicate trading dn gchtLl.lt
securities, since jt would undermin urrent systen o§ ?gz.;nr
ment debt management, ~ ¢ apparently considering vers ying
maturlty structure of debt beginning in 19gs, :

2. Liberalize regulations on yen-denominated certificates of i sits
== Remove ceilings on total amount of CDs which can be ‘..;!E-~~»A~v

. by each bank; ’

=~ eliminate minimum denomination for individual cp, ’ {.ﬁ
=-= 8llow CDs to be freely negotiable, ;1;;

BACKGROUND: Despite recent increase of ceiling on total llLunt of '
CDs which can g lewuiy oy wacii bank to 30% of yen assets fpr
foreign banks (754 of csrital for domestic banks), ceilings, —

- — limit banks'® ability to raise yan funds. Minimum denoaination - -
: roughly $2 million (yen S00 million); to be reduced to r:::tly

$1.3 million Yen 300 million) by the end of 19683. CpDa

be traded without Permission of issuing bank, Raising ceiling
and making CDs freely ne . otiable would make market auch '
1iquid and hence attractive to foreign and donestic inves ( 18

Lower denomination would provide greater investment opPportunities
for small and medium sized investors. .
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GOJ to mike s - «bership of the Tok
:t::::lgaII Testible lor foreign securities
the security defuclt teyuikement.

Although foreign firms have technically been.
::E‘gﬁgﬂ“f’,,., to gotn the Tokyo Stock Exchange, the fina 1.:
comnitaent tequired (rouyghly §5 million in cash) makes t:lfp
economically unfeasible for foreign firms. (NO lClt: nro-=v¢
able at present, but the GOJ would almost cc:tatnzy find on:t
if a U.S. firm were interested.) The major cost® is a sequrity
deposit of roughly §4 million to ensure the firm can meet its )
obligations. (The adirtional sl million is the cost of the seat.

U.S. firms, already sulaect to minimum capitalization requirements

S.

7.

i{n the United States, would thus have to bear a double bur

Waiving this $4 million requircment would make membership q1nan-
cially feasible.

Extend 73% comsnission ie.ake on Jag

to !orc{ggrnccuEIEIdY'II;iE'STl

All non-merers of the Tokyo Stock Bxchange must
::Skgagg::;ssion for axecution of trades on the exchange. Cu:r:at:
securities industry rules allow rebate of 73 percent of cammission
only to foreign firms vi.h branches in Japan. Extending te
to foreign firms with veprossntative offices as well vital )
jmportant; would enable thoos to compete more effectively with
Japanese firms in selling Japanese securities, especially the

United States, thereby facilitating foreign investment in apanese
securities.

ke official statement confirming that foreign firms are
:: f..a manage foreign security/bond issues in Japan.

b
ROUND: All U.S. firms with branches in Japan are 1

::cﬁg so, but tradition and their snall size have preven
from being lead managers. (One U.s. firm in 1982 co-le
a yen issue in Japan by = U.5. corporation.)

: . o
publicly reaffirm past statements that 8
of !oro!gn securities {lrms wil

ND: Applicatior process remains tedious (can take [over &
::s:&nggup;to govornncnt efforts to make it simpler (by h
means as setting vp »inl >rmation offices”™ last year). Per ic

proguing by tho .. T 1y still necessary to tacilita
application procass.

gliminate Japanese tax withholding on interest earnings

P e

ents. ort of Total elimination, seek eliimina
22:'3§Es§oxaing on Eurc-yen bonds and securities,
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- withholding tax, except vhere bilateral tax treaty stipulates

official statement on the yuestion. Governmental support for
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BACKGROUND: Non-official nonresidents subject to 20 percent

otherwise (10% for U.S.). Foreign official interest earnings
exenpt from withhclding. Elimination of withholding would make
investment in yen assets more attractive to foreigners.

i

Take decisive steps to liberslize and encoursge the development
of forward foreign exchange markets. -

!
BACKGROUND: Use of the forward exchange markets currently 1}
to underlying xeal transections such as trade. LiBétralisat
a

ent ol forward market could enhance willingness of
investors to purchase and huld yen. l

Authorize establishment of nff-shore banking facilities dor!
en_and Yorelgn curtencias, rinilar to the International Bapki
anking Facilities (iBfe) tvcently established In New York.

BACKGROUND: Current j-panese policy implicitly prohibits |
establishment Of euili fac1lities, although there has been no

establishment of nsuch fr-ilities could be an important step: in
overall internationalization ot the yen, affording foreign ine

vestors an opportunity to purchese, borrow and lend_in yen_free
ofXinterest roate controln. ranerve requirenents, etc. I R

Public GOJ encourayement of increased denomination of Japanese
exports in yen.

BACKGROUND: - Currently i:“tween thirty and forty percent of - ;
Japan's exports are deni~inated in yen (up sharply in recent .
years) and only two to three percent of imports. Would : .
eliminate exchange risk ‘or Japsnese exporters and could ’ R
stimulate use of the yen 1n international trade and finance, © o

¥

although it could face some resistance by importers (including o
U.S.) reluctant to deal in yen. I .
- FERRS

USG indication to GOJ that USG would support borrowings by Qod o
agencies in New York or other overseas capital macrkets. B P

BACKGROUND: Initidl GOJ agency borrowings likely to be announced ..
as part of October economic package. Although direct market e

effect on yen/dollar rats._likely to beminimal, could have R
psychological effect on foreign exchange markets, strengthening Cw
the yen. o

. N i . .

GOJ action to accelerate interest rate liberalization on al .
instruments, inc1A7-— U vV VN uIRe and postal savings de . b
BACKGROUND: Ceilings ex)st on bank savings and postal savings -

accounts, although most short-term lending rates are market .
deternined., Most long-term rates are administersd. Removal of :

interest rate ceilings could make yen deposits/investaents more —
attractive for both Japanese and foreign investors.

CONFIDENTIAL . : ﬁiw,w -
S SRS T (X!

Sanitized Copy Approved for Release 2011/05/02 : CIA-RDP85M00363R00(5200250005-2 IR 11 At

L amen




